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monetarypolicy.Afterthat,SouthKoreaexperiencedrecessionin2003.
Figure2showsthattheBankofKoreashouldhaveloosenedthemone-
tarypolicy.Recently,theSouthKoreaneconomyhasbeenenjoyingrela-
tivelyhigheconomicgrowth.However,bothresultsshowthatatighter
monetarypolicywouldbepreferable.
ThecalculationsalsoshowthattheBankofKoreahasconductedade-
quatemonetarypolicyfromtheviewoftheseTaylorrules.Thedeparture
ofthe"ideal"interestratefromtheinterestrateinrealityisnotlargein
equation(5).BankofKoreahasbeensuccessfullycontrollingtheinfla-
tionrate.
5.Conclusion
ThispaperanalyzedtherecentmonetarypolicyoftheBankofKorea,
usingtherevisedTaylorrule.Thisanalysisprovidestwoimportant
points.,
OneisthattheTaylorruleisapplicabletotheSouthKoreanEconomy.
Theanalysisalsoshowsthatitwouldbebettertoincludetheexchange
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1rate.Theresultstellusthatitisnecessarytoconsidertheexchangerate
whenanalyzingtheKoreaneconomy.Anotherimportantfindingisthat
theBankofKoreashouldhavetakenmoredrasticmeasures.Around
2002,theresultshowsthattheBankofKoreashouldhaveconducted
tightermonetarypolicy.Later,SouthKoreaexperiencedarecessionin
2003.Theresultshowsthatitshouldhaveloosenedthemonetarypolicy
then.Recently,theSouthKoreaneconomyenjoyedastrongeconomic
growth.However,theresultsindicatethatatightermonetarypolicyis
preferable.
Finally,thisanalysisislimitedbysomeproblems.Manycriticisms
havebeenleveledattheTaylorrule.Despiteusingarevisedversion,most
ofthecriticismsstillapply.Inparticular,thispaperusedbackward-
lookingvariables.Therearesomemeritstothis,butthereliessomeseri-
ousproblemsatthesametime.Othermonetarypolicyruleshavebeen
presentedrecently.SomerecentstudiesshowthattheTaylorrulepos-
sessesdesirablepropertiesintermsofgeneratingdeterminacyandE-
stabilityofrationalexpectationsequilibriumunderstickyprices.These
'rules'maybeapplicableandmayshowbetterresults.
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HastheMonetaryPolicyintheSouthKoreanEconomyBeenEffective?
possibilitythatusingforward-lookingvariableswouldbemoreappropri-
ate.However-,therearealsoproblemsinusingthesevariables.
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